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Objective IX, Procedure 3 

. . .  ............ . ... ...... 
i Interexchange Carrier 
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Attachment A-9 
Objective X, Procedure 2 

MSAs' 

AMERlTECH MSAs 
Appleton. WI 

Chainpaign/Urbana, IL 

Dedicated Transport and Carrier 
Side of Specinl Accew 

PHASE i2 PHASE 1i3 PHASE 1 PHASE I1 

End User Side 01 Special 4ccess 

x 
X X X x 

Chicago. 1L 
Cleveland/Lorai~i/Elyr~a, OH 

Columbus, OH 
DavenDort'Rock island 

' MS.4s arc dcfincd i t s  Mclropullian Stafur Area. 
' Phasc I Piicine Flcxihilify as srarcd in thc Fcdersl Communications Commissmn's Mcmorandum Opinion and Order Adoptcd (DA 01-67111 
(WP K2-I2001 March 13. XI01 and rcleasid March 14. 2001 IS dcfincd in sccmn I1 pvrapraph 5 as follows. "A Pice  cap LEC that o h n m  
Phase I rcltef i s  allaucd 10 uffci. on one day's nocicc contract tariffs (A eonlmct tilnff b a r d  on an individually ncpotiatcd service rmtmcf) and 
V O ~ U ~ C  and t e r n  discounts for qualifyiny SCIYICCS. so lonp as the S ~ ~ W C C S  provided pursuanr lo contract arc r~movcd from prim caps. To protcci 
those cusiomm that m;ly lack c o m p c t i l i ~ ~  allcmol~vcs. n piicc cap LEC 'ccciwng Phasc I flcribiliry must maintain it$ pcnerally nuailz~hle pncc 
cap conatmincd tinNcd NLCS fur thcsc scrviccs. To obtain Phvsc I relicf. a price cap LFC imusl mea tnggen dcrigncd to dcmonrlntc th;s 
compctifois have mode irrcvcrsiblc. sunk in~esuncnts in rhc facilities nccded lo piovidc thc scrviccs ai ISSUE. In panicular. lo rcccive pricing 
flcub8lity for dedifntcd finnspon and ~pcsinl BL-cess scrviccs (other than channcl termmations to end USC~S) .  a price cap LEC must dumonsrraic 
that unaffiliated cumpcrilon havc colloi-alcd in at I C ~ E I  15 percent o f  rhc LEC'r wirc cenlcrs within an MSA. or have collwared in w r c  ccnlcrs 
accounting for 30 percfnt of the LEC's rfvcnues from these scwiccs within an MSA. In both E~SCI. the prim cap LEC also must shm,  with 
respect to mch wirc center. Ihm 01 lcasl one EOIIOC~IOI is relyme 011 tmnspon facilmcr providcd by a lmnspon providcr othcr than Ihc Incumhcnt 
LEC." 

Phase I1 Pricing Flcnihilify as slated ~n thc Fcdcmi Communicalions Commission's Memorandum Opinion and Oidcr Adopred (DA 01-670) 3 

(WP K2-12001 h l m h  13. 2001 and rclcascd March 14. 2001 15 defined m ~ e c t m n  I /  paragraph 5 as follows. "A price cap LEC that t ~ c c w c s  
Phabc I1 rcllcf i s  nilowed to offer drdicated transpun and spcciol BEECS scrv ics  fcm for the Commission's Pun 69 rslc sti~ciure and Pan 61 
pr im cop nilcs The LEC. howewr. i s  required 10 file. on one day's IIOIICC. generally availahlc tariffs for thosc scrviccs for which II TCEC~\CI 
Phaic I1 rclicf. To obtain Phasc I/ R-Iicf. a pricv cap LFC ,must incei triggers dcripned to demonsirore rhat compelition for the i~rvicei 31 ISSLIC 

wthin thc M S A  IS sufficient LO prccludc thc incumhcnt from cxploitme m y  individual innrkcr poscr ovci 9 sustained pniad. To ohmin Phnsc / I  
rclief for dcdicrtcd trvnrpon and special acccss SCIVICCS (olhci than channcl terminations lo cnd LISCIS). B pricr cup LEC cnusl dcmonstrnte that 
unoftilinrcd cnmpctitim have coi lmacd tn 81 leilei 50 pciccni o f  the LEC'r WIR- ccnicrs \*ithm an MSA. or h w c  collocated in wire C C ~ I C ~ S  . aunting for 65 pcrcent of the LEC'a ~UICIWCS fiom ihcse SCIVICCS within an MSA. Highti thresholds apply for obtaining Phasc /I pncing 
l l e n h i l q  rulicf lor channel i~rn ina l ioni  berwccn P LEC end offiicc and 30 cnd LSCT wslomcr. To ohlam such rclicf. a pricc cap LEC most 
dcmonstiafc that unaffiliated competitors have collocatcd in at least 63 pcrrcnt of tlic LEC's uirc ccnlcrs u,ilhin an MSA. or h a w  callocotcd in 
wiru ccn im  accounting for 85  perccnf of thc LEC's rcvcnucs from therc F O ~ V I C C S  wiihin an MSA Oncc again. thc LEC also muit dcmonsmle. 
w r h  rcspcct to cach wrc  ccntei. that at least o m  collocilio~ 8s rcIy181g on transpon ficililics prowicd by il transport providcr olhcr than t lw 
incumbent LEC.125 
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Attachment B-I 

C0,MMENTS OF THE JOINT OVERSIGHT TEAM FOR THE SBC 

ENGAGEMENT 
COMMlJNlCATlONS INC. SECTION 272 AGREED-UPON PROCEDURES 

Section 272(d) of the Act requires the formation of a Joint FederaUState Oversight Team (JOT) 
to oversee the conduct of the agreed-upon procedures (AUP) engagement. A JOT has been 
formed and has overseen the conduct of this engagement, which includes the review of the report 
and its supporting working papers. The JOT offers the following comments: 

Chronologv: Ernst & Young LLP (E&Y) the independent accounting finn hired by SBC 
Communications Inc. (SBC) to perform the engagement provided, as required, a copy of the draft 
report to the JOT on September 8, 2001. At that time the results of eleven procedures remained 
incomplete as E&Y was awaiting information from SBC. The JOT completed its review of the 
drafi report and working papers on September 27, 2001 and, with regard to disclosure changes to 
the draft report, provided written comments to E&Y on September 20 and September 27, 2001. 
E&Y provided another draft of the report to the JOT late in the day, on Friday November 2, 
2001. As of November 6,2001, the date when the draft report was required to be submitted to the 
company for its review, a number of issues still needed to be addressed. All issues were 
subsequently addressed with the exception of the following items related to disclosures requested 
by the JOT to he made in E&Y’s report: 

Items Needing Disclosure: 

Objective 1, Procedure 4: The JOT requested that the report should list the services rendered to 
each Section 272 affiliate by the Bell Operating Companies (BOCs), other affiliates, and 
unaffiliated entities. E&Y responded that the reporting of a list of services is not required by the 
procedure. The procedure only calls for the practitioner to “obtain” the list and description of 
services. The term “obtain” is defined in the 272 Biennial agreed-upon procedures and requires 
the practitioner to physically acquire and generally retain in the working papers, all documents 
supporting the work effort performed to adequately satisfy the requirements of the procedure. As 
such, a list of these services is included in the workpapers only and is not included in E&Y’s 
report. SBC management agreed with E&Y’s statement. The JOT believes that the procedures 
are flexible until completion of the report and, in the JOT’S judgement, the information requested 
be disclosed in the report is useful in the final analyses of the contents of the report. The 
American Institute of Public Accountants (AICPA) standards support this view. 

Objective 1, Procedure 7: The report states that the listing of fixed assets obtained from the 
Section 272 affiliates included a column noting from whom each item was purchased or from 
where it was transferred, but this column was not always populated. The JOT requested that the 
report identify the items and the dollar amounts where this information was missing. This list 
includes transmission and switching facilities. E&Y added additional detail to the report stating 
that a total number of 119 of 480 assets for SBCS and 337 of 2,735 assets for ACI did not 
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include infoniiation in the data field titled “from whom the asset was purchased or transferred.” 
E&Y stated additional detail was not required by the procedure. SBC management agreed with 
E&Y‘s statement and issued a separate response. 

Objective 11, Procedure 4: While reviewing the working papers the JOT noted that Ameritech 
Coinmunications, lnc. (ACI) was subletting space to Ameritech Services, Inc. (ASI) at prices in 
excess of those paid by ACI to the lessor. The JOT requested that these instances be disclosed in 
the report in Objective V&VI, in either Procedure I O  or 12. More specifically, the items notcd 
were: 

Ameritech Communications, Inc. (ACI) leases additional space at Columbia Center II  
(9450 West Bryn Mawr Ave.), Rosemont, Illinois. 2”d expansion space lease on 2”d floor, 
12,265 sq. ft. for $12,571.63/month (2001 rate). This equates to $1.025 per square foot. 

$19.99 per square foot. 
ACI subleases to AS1 another 2,665 sq. ft. at $20.92 per square foot. 
ACI subleases to AS1 3,943 sq. fi. at $20.92 per square foot. 

- ACI subleases 1,662 sq. ft. of floor space on 2”d floor to Ameritech Services, Inc. (ASI) at 

AS1 is a central services organization which recovers, with certain exceptions, all of its costs 
from the affiliates it serves, including the telephone companies. Therefore, to the extent these 
costs are inflated, they affect the charges to the telephone companies. 

E&Y responded that procedures V&Vl-IO or V&VI-12 do not direct the practitioner to review 
transactions f?om ACI (the Section 272 affiliate) to a central services affiliate. Procedure 11-4 
does not direct the practitioner to report on pricing contained in the leases obtained. SBC 
management agreed with E&Y’s statement. 

Objective V&VI, Procedure 12: The JOT requested that the report should identify the central 
services organizations that render services to the Section 272 affiliates and the amounts billed to 
the Section 272 affiliates during the first nine months of the engagement period. The report 
should also describe when invoices or reportsischedules are rendered. 

E&Y responded that the procedure only calls for the practitioner to “obtain” the list and 
description of services and, as described above, the reporting of this information is not required 
by the procedure, but it is included in the workpapcrs. SBC management agreed with E&Y’s 
statement, 

Other Matters: 

Objective V&VI, Procedure 9: The report indicates that in the September 2000 billing from 
Pacific Bell to southwestern Bell Communications Services, Inc. (SBCS) for Consumer Markets 
Group services, the unit price used for billing was S1.00 per listing compared to the fully 

2 
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distributed cost (FDC) rate 01 SI 18.42 per hour. No supportiny information was provided that 
converted the FDC rate of $1 IX.42 per hour to the hilled rate of $1.00 per listing. SBC 
represented that the rate of S I .00 pcr listing was an estimate, which will be trued up once a timc 
in motion study rate is eslnblishcd. As noted in E&Y's report, SBC has not provided 
documentation that the true n p  has yet been made as of December 11.  2001. Without this 
infonnation and fair market salue (FMV) information, the replatory commissions will be unable 
to determine whether SBCS was hilled the appropriate amount for this service. SBC mana, "enlent 
issued a separate response. 

Confidentiality: SBC submitted to the JOT a listing of items requesting confidential treatment 
and that they be redacted from the final audit report for public inspection. The JOT does not have 
the authority to act upon SBC's request. Accordingly. the JOT neither agrees nor disagrees with 
the confidentiality of these items. Confidentiality issues will be addressed by the pertinent 
regulatory commissions: if necessary 
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Attdchlnent B-2 

Obicctive %'/VI, Procedure 6 ~ continued 

Fur 39 o f  tlic 100 pustings tcstcd, suppon obtaincd for the It,tcn,et porting date was 
internal correspondence or aiiiployce f i l e  iiotes provided by tlic Scction 272 afftliatc. 
Thcss agrcetnciits UT pricing addmdums were ported to the Intemct prior to the Section 
272 affiliate's iniplcmcntation o f  thc posting procedures which producc systcm- 
generated vrrifcaiion o f  the posting dates. 

Ohiective \'/VI. Procedure 9 

Noted that tl ie ramplcd nnmiints were priced at the higher o fFDC or FMV, or PMP in 
riccvrriiiiice with thc affiliate tmiisiictions standards aiid were rccordcd in the books uf 
tlic SBC ROCs in accorrkince with t l ie  affiliate traimctioii standards, escept as listed 
bcluw: 

= Nolcd in tlie Septcmbei 2000 billing from Pacific Brll to SBCS for Consumer 
Markets Group scrviccs, the w i t  pricc uscd for billing WGS 51.00 pcr listing 
comparcd to tlic FDC rate o f  $I 18.42 per hour. No suppaning infomiation was 
provided that cunvcrtcd the FDC rittc o f  $ I  18.42 per huur to the billud ratc of 
Sl .OO pcr listing. SBC veprescnted that the rate of $1.00 pcr listing was 80 

estiiiiilte, which wi l l  be trurd up once ii time in motion study rate i s  establishcd. 

Ohiective VIVI. Procedure Ill 

Ttom t l i c  suiiiiiiary listing obtained above. selected a judgmuntal simplc, as approved 
by l l i c  Owmight Tcam, o f  six services for vile iiiontli us listcd i n  Table 6 bcluw. SBC 
rcprcsentcd tho8 serviccs provided by SBCS were b i l l d  on iiiiiiicrous invoices we ly  

c l  iiiid obtnincd ti dctniled listing by invoice. o f  the unmunts billcd by 
SBCS tu Pzicific Bcll nnd SWBT for the service and nmitli sclrctud iii the miiiplt. 
Norcd that t l i i s  listing did iiot agree to the sommsry listing providrd snbave due to crrurs 
in the coiiipiliitioii o f  t l i ~  somnwy listiiig by SBCS. 

For fhc affiliate tr i i iwact im noted, 8 time and motion study was coinplctcd in AitgiW 
2000 to true-up the estimiltcd $ 1  .00 per listing, but was clot applied to tlir lhuurly tntu to 
revisc the per listing price until April 2001. A truc-up for ; i l l  billings, w h i c l ~  incliides 
2000 and 2001. (Fill bc pioccsscd by SBC in Deccinbcr 2001 

These transactions arc subject to review in the annual SBC Cost Allocation Manud  
(CAM) audits. Both the 2000 and 2001 rates arc suppuned by rhe fully distributed cost 
(FDC) calculations performed in accurdaoce with SBC's appruvrd FDC valuation 
iiiethodologisn included in SBC's CAM 011 f i lc with thc FCC. 

Thc audit report iioted that for each SBC invoice provided undcr this prouedurr thnt the 
sewices WCTCI billcd by SBCS in  accordance with affliatc tiansdctioii standards. 
Discrepancies of ilul1;ir ai i io~i i ts  from the initial request and thc sccoiiil rcquest are due 
Iu billing disputes iiiid iidjustinenfs made to B spccifc itccoust(s) d w n g  thc interiiii 
pcriod bctwceii lhc  requests. Billing fo i  scwiccs Ipwvided hy tlie SBC 272 nffiliatcs to 
fhc SBC B O G  w r c  at rhc agrccd opun rates its shown in tlic audit repun. Thc SRC 
212 afliliutos WCK nhle to nruvidc sul l ic ient information dcmonsttatios that i t  liad imct 
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Attachiiietit 8-2  

Ohiecti\e V11, Prowdore 5 ~ continued 

diflclcnces were noted in 6 USOCklass o f  scrvice cuoipnrisoss. Attachment A-5c lists 
the differeoccs noted. SBC rcp~eserlitcd tliiit tariff rates nvay valy depending 011 t h ~ .  term 
Icngth scleclcd by thc CLIS~UOICL Ohiaincd documentation verifying ACl's payment to 
l l l i i ia ir  Bell, Indiana Bell. and Wisconsin Bell for thc ACI BANS listed on thc f i le 

A "stare and compere" of the rcsiilts included in Attachment A-7 r r ~ ~ d l  wriawes lhnt 
arc very mislending in t c r m  of thc overall ~performancc in  the level o f  service providcd 
to thc SBC DOCS and i t s  ; t f i i l in tcs and to non-nffilintcs. These variances nrc statistically 
insignificmit due tu rhc vxt rce~cly  Iuw vdumc uf ol'tilinte uirlrrs (or truublrr) as 
coiiiparcd to thut o f  thc inoii-:~ifiliatcs orders fur the service catcgories measured cncli 
$month. 
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Attachment B-3 

COMMENTS OF ERNST & YOUNG FOR THE SBC COMMUNICATIONS INC. 
SECTION 272 AGREED-UPON PROCEDURES ENGAGEMENT 

The following comments of Emst & Young (“E&r’) address comments of the Joint Oversight 
Team (“Joint Oversight Team” or “JOT”) included in Attachment B-1 to our Report of 
Lndependent Accountants on Applying Agreed-Upon Procedures related to the SBC 
Communications, Inc. Section 272 Agreed-Upon Procedures Engagement. 

E&Y performed the procedures enumerated in our report, which were agreed to by management 
of SBC Communications Inc. (“SBC”) and the Joint Oversight Team in accordance with 
attestation standards established by the American Institute of Certified Public Accountants 
(“AICPA”). The Specified Users of this report determined and agreed to the procedures to be 
perfomied in this engagement, including agreement on the information that was to be obtained as 
a result of executing those procedures and when that information was to be included in the 
report. The findings within our report represent the results obtained from performing those 
procedures. 

The agrced-upon procedures to be performed were provided to E&Y by the Joint Oversight Team 
in a document titled General Standard Procedures For Biennial Audits Required Under Section 
272 of the Communications Act of 1934, As Amended; dated April 23, 2001 (“General Standard 
Procedures”). E&Y was instructed to follow the pidance in this document during the conduct of 
the engagement. The General Standard Procedures define the Specified Users of the report to 
include the FCC, the state regulatory commissions in the 13 states in which SBC operates, and 
the company responsible for obtaining and paying for the biennial audits. As such, SBC is a 
Specified User of the report. The General Standard Procedures further state that “The Joint 
Oversight Team is responsible for reviewing the conduct of the engagement and. after aEreement 
with SBC, for directing the practitioner to take such action as the team finds necessary to achieve 
each objective.” 

As confirmed in a series of conference calls with the Joint Oversight Team, SBC, and E&Y on 
December 12, 2001, the procedures were performed as agreed-to by the Specified Users of the 
report. However, the Joint Oversight Team requested additional disclosures be made in E&Y’s 
report which, as described below, represent changes to the definitions of terms used to define the 
procedures to be performed. SBC did not agree with these requested changes. Each of these 
requests is further addressed below: 
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Objective I, Procedure 4: The JOT requested that the report should list the services rendered to 
each Section 272 affiliate by the Bell Operating Companies (“BOCs”), other affiliates, and 
unaffiliated entities. 

The procedure was perfonned as agreed-to by the Specified Users of the report. The list of 
services rendered to each Section 272 affiliate by the BOCs, other affiliates, and unaffiliated 
entities was obtained and placed in the workpapers in a manner consistent with other procedures 
in which the word “obtain“ is also used and consistent with the definition of the term “obtain” for 
this engagement. The term “obtain” as stated in the procedure is a defined term within the 
General Standard Procedures that requires the practitioner to physically acquire and generally 
retain in the working papers, all documents supporting the work effort performed to adequately 
satisfy the requirements of the procedure. Further instructions contained in the General Standard 
Procedures specify certain tenns for which the Specified Users‘ expectation is that the 
practitioner will include in its report all results of those procedural steps. The term “obtain” is not 
included in this set of tenns. As such, a list of these services is included in the workpapers only 
and is not included in E&Y’s report. Additional disclosures, beyond what was required by the 
buidance in the General Standard Procedures, were not agreed-to by the Specified Users of thc 
report. 

The JOT further states in Attachment B1: “The JOT believes that the procedures are flexible 
until completion of the report and, in the JOT’s judgment, the information requested be disclosed 
in the report is useful in the final analyses of the contents of the report. The AICPA standards 
support this view.” Emst & Young agrees that the AICPA standards clearly state that the 
procedures to be performed may be changed during the engagement; however, the standards also 
explicitly require that they must be agreed upon by the specified users, and one of the Specified 
Users did not agree upon the JOT’s request for the described modification. Further, the findings 
of the procedures performed have been reported in a manner consistent with the procedures 
agreed upon by the Specified Users and as required by applicable professional standards. 

Objective I, Procedure 7: The report states that the listing of fixed assets obtained from the 
Section 272 affiliates included a column noting from whom each item was purchased or from 
where it was transferred, but this column was not always populated. The JOT requested that the 
report identify the items and the dollar amounts where this information was missing. This list 
includes transmission and switching facilities. 
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Attachment B-3 

EKrY addcd additional detail to 1111: rcport stating the following: 

Verified by observation that the listings obtained above, which included 480 assets for 
Southwestern Bell Communications Services, lnc. (“SBCS”) and 2.735 assets for Ameritech 
Communications. Inc. (“ACI”), included information in the five required fields of data: 
description, location of each item. date of purchase, price paid and recorded, and from whom the 
asset was purchased or transferred. Noted that all 16,075 required data fields were populated 
except for 119 assets of SBCS and 337 assets of ACI that did not include information in one data 
field, “from whom the asset was purchased or transferred.” 

lnclusion of a detailed list of such assets for which the data was not included in the computer 
listing was not specified by the procedure. 

Objective 11, Procedure 4: While reviewing the working papers the JOT noted that ACI was 
subletting space to Ameritech Services, Inc. (“ASI”) at prices in excess of those paid by ACI to 
the lessor. The JOT requested that these instances be disclosed in the report in Objectives V&VI, 
in either Procedure I O  or 12. AS1 is a central services organization, which recovers, with certain 
exceptions, all of its costs from the affiliates it serves, including the telephone companies. 
Therefore, to the extent these costs are inflated, they affect the charges to the telephone 
companies. 

SBC provided further information to E&Y, which was subsequently provided to the Joint 
Oversight Team, that clarified the rent per square foot figures observed by the Joint Oversight 
Team. The lease to ACI was a monthly square foot rental amount that did not include recovery of 
operating expenses (Le., ACI was responsible for paying the operating expenses directly) and 
thus appeared to be at a lower rate. The subleases to AS1 were square foot rental amounts 
that included recovery of operating expenses and thus appeared to be at a higher rate. Based on 
the fact that there was not a specific agreed-upon procedure to test the leases between ACI and 
AS1 and the unaudited information provided did not indicate the subleases were at a significantly 
higher rate than the original lease when viewed on comparable terms, disclosure within our 
report was not deemed necessary. 
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Attachment 8-3 

Objectives \’&VI, Procedure 12: The JOT requested that the report identify the central services 
organizations that render services to the Section 272 affiliates and the amounts billed to the 
Section 272 affiliates during the first nine months of the engagement period. The report should 
also describe when invoices or rcports/schedules are rendered. 

The procedure was performed as agreed-to by the Specified Users of the report. The central 
services organizations that render services to the Section 272 affiliates and the amounts billed to 
the Section 272 affiliates during the first nine months of the engagement period were obtained 
and placed in the workpapers in a manner consistent with other procedures in which the word 
“obtain” is also used. The term “obtain” as stated in the procedure is a defined term within thc 
General Standard Procedures that requires the practitioner to physically acquire and generally 
retain in the working papers, all documents supporting the work effort performed to adequately 
satisfy the requirements of the procedure. Further instructions contained in the General Standard 
Procedures communicate certain terms for which the Specified Users‘ expectation is that the 
practitioner will include in its report all results of those procedural steps. The term “obtain” is not 
included in this set of terms. As such, the information above was obtained and included in the 
workpapers . 
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